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EDITORIAL DEPARTMENT NOTE 


The standard cost movement received a severe setback ing the 
war years, first, because of the Government’s insistence on job 
or contract costs and, Bd. because trained help was generally 
not available to make the necessary preliminary studies and installa- 
tions, or to operate the system once it was installed. However, with 
the onset of a new competitive era, p essive managements 
have become aware of the linitations © traditional accounting systems 
and have begun to formulate plans tes conversion to a standard cost 
basis. With this ht in mind the present Bulletin, devoted entirely 
to standard costs, is lished. While it does not deal with the mechanics 
of the system, it does present a picture of the essential nature, advantages, 
and limitations of standard costs. 

W. Wesley Miller, member and Director of Education of the Newark 
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engaged in public and industrial accounting work. He first became interested 
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later becoming Chief Accountant of the Company. For thirteen years he 
has been with the Grinnell wong 4 in various capacities, being at present 
Office ey of the Warren, Ohio, plant. 
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he was transferred to the Fort Wayne Works where he is on the staff 
of works accountant as Supervisor of Costs. 





Articles published in the Bulletin present many different viewpoints. In 

g them the Association is not sponsoring the view expressed, but 

is endeavoring to provide for its members material which will be helpful 

and stimulating. Constructive comments are welcomed and will be published 
in the Forum Section of the Bulletin. 
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STANDARD COSTS AND THEIR RELATION TO 
COST CONTROL 


By W. Wesley Miller, Supervisor of Ordnance Accounting, 
Atha Works, Crucible Steel Company of America, 
Harrison, N. J. 


adhe may be classified, in a general way, into two kinds, his- 

torical and predetermined. Historical costs are calculated after 
production has taken place. They are retrospective and conse- 
quently of limited value in measuring and controlling manufac- 
turing efficiency. Excessive costs and operating inefficiencies are 
not brought to light until after their occurrence and, in many 
cases, too late to exercise any control. 

Predetermined costs, on the other hand, are calculated in ad- 
vance of production. They may be based on past experience or 
computed in a scientific manner through the use of statistical 
data. These costs serve as a guide in controlling manufacturing 
operations and may be used as a basis of comparison when the final 
results are known. The practical value of predetermined costs is 
brought out_to best advantage when they are used in connection 
with standard cost methods. 


Standard Costs and Their Advantages 


Standard costs essentially are predetermined operation costs. 
This does not mean that all predetermined costs are standard costs. 
Those which are based solely on cost averages from past experi- 
ence or determined on the basis of personal opinion are merely 
estimates and have no concrete value as standards. Predetermined 
costs, in order to qualify as standards, must be prepared carefully 
through the intelligent use of the basic information obtainable 
from various sources. It is necessary to consider past experience, 
present conditions, and future indications. It can be said that 
standard costs differ from other costs in that they represent a 
reasonably substantial measure of production values, based on a 
fundamentally sound forecast of operating costs and efficiencies. 
From an accounting standpoint, standard costs have certain definite 
advantages over other methods of costing. Some of these advan- 
tages are enumerated as follows: 


1.,They act as a measuring stick, thus providing a common 
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basis to which actual costs may be compared. Without 
standards, cost comparisons. would be limited to comparing 
the results obtained in one period with those of other 
periods, none of which might represent satisfactory per- 
formance. The use of standard costs as a basis of com- 
parison provides a definite focal point with reference to 
which operating efficiencies can be gauged. 

. They are instrumental in reducing the clerical labor and 
expense connected with the operation of the cost depart- 
ment. This is attributable to the fact that cost systems 
based on the use of standard costs require fewer records 
and simpler procedures than other recognized systems. 

. They provide a means whereby effective interpretation of 


cost data may be obtained through the analysis of vari-. 


ances. The variations from standard on each element of 
cost are analyzed by the use of formulas which enable the 
nature of the variances to be ascertained. With this infor- 
mation as a basis, causes can be determined and responsi- 
bility can be placed, thus aiding management in control- 
ling costs and reducing inefficiencies. 

. They permit the use of the principle of exceptions, thus 
affording a great saving of time in analytical work. It is 
not necessary to spend time in analyzing costs which are 
within reasonable limits of the standard, as these are pre- 
sumed to be satisfactory. The work of analyzing vari- 
ances and determining the reasons for their occurrence is 
devoted only to the exceptional items. 

. They permit reasonable forecasts of operating costs and 
enable the management to set selling prices commensurate 
with expected costs of production. This is especially 
valuable in cases where the selling price of a commodity 
must be determined before production begins. 


There are other advantages in the use of standard costs, particu- 
larly in connection with budgets and inventory valuations. It 
should be borne in mind, however, that standard costs may be used 
economically only where particular operations are customarily per- 
formed for long enough periods of time to justify measuring time 
and expense. 
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Types of Standards 

There are two main types of standards. One of these is known 
as the basic standard, the other as the attainable standard. Basic 
standards are generally based on prices and production levels 
which prevail when the standards are established. When once 
they have been set, these standards are permanent. They remain 
fixed as long as manufacturing methods remain unchanged. They 
do not necessarily represent what the cost should be in any given 
period, but are intended to serve as a stationary basis of meas- 
urement to which actual costs may be related. In this respect they 
are a true measuring stick. 

Attainable standards are based on prices and production levels 
which are expected to prevail under ideal, normal, or actual con- 
ditions for the period during which they are to be used. They 
are intended to represent what the cost should be if the selected 
conditions prevail and are usually revised at stated intervals to 
conform with changing conditions. Unless there are extremely 
unusual changes in conditions, standards of this type should not 
be revised oftener than necessary, preferably but once each year. 


Setting the Standards 
Before standards are set, it is necessary to determine which 
type of standard shall be used. Much has been said relative to the 
setting of cost standards, particularly with reference to what con- 
stitutes a proper standard. Some companies believe in the use of 
basic standards on the ground that operating results and cost vari- 
ances of various periods can be related to one another in terms of 
percentage to a fixed standard. This is made possible because of 
the common basis of comparison afforded by a fixed standard. 
Other companies prefer one of the attainable types of standards, 
believing that changing conditions should be reckoned with and 
reflected in revised standards. It is obvious that if basic standards 
are used, changing conditions will tend to widen the span between 
actual and standard costs, thus creating variances which may be 
caused by factors beyond the control of the company. Much time 
might be spent in analyzing variances which would not be consid- 
ered exceptional if revised standards were in use, thus increasing 
clerical cost unnecessarily. 
Regardless of the various opinions which have been expressed 
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regarding the setting of standards, two important points should be 
observed. First, the standard should represent a typical cost 
which can be used as a basis for cost control purposes. Second, 
the standard should be capable of attainment, so as to provide an 
incentive to increased efficiency. If standards are predicated on 
these two points, they can be made to serve management effectively 
in cost control functions. 

The actual work of setting the standards may be divided into 
several parts, as follows: 


1. A study of the product must be made in order to become 
familiar with its specifications. It is necessary to deter- 
mine the kind, quality, and quantity of materials required, 
operations to be performed, manufacturing methods and 
equipment to be used, quantities to be produced, and rate 
of output. 

2. Costs of material must be obtained. This necessitates a 
careful study of sources of supply, market prices, meth- 
ods of purchasing, inventories to be carried, and allow- 
ances for scrap and unavoidable manufacturing losses. 

3. Labor costs must be determined. This is usually done by 
reference to time and motion studies, wage payment or 
incentive plans in effect at the time, and records of past 
performance on the same or similar operations. 

4. Burden rates must be established in accordance with pro- 
duction levels contemplated. Departmental expense an- 
alyses must be prepared ; production, service, and adminis- 
trative departments must be separated; cost centers 
must be established; expense budgets must be compiled; 
and methods for allocating and distributing burden must be 
determined. 


All of this work requires close contact and collaboration with the 
production, engineering, and administrative departments. The 
cost accountant must rely to a great extent on the information fur- 
nished by these departments. A mass of detailed data must be as- 
sembled and summarized. On the basis of these data the stand- 
ards are prepared. After this has been done they should be ap- 
proved by the management. 
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Standard Cost Cards 


It now becomes necessary to prepare standard cost cards for 
reference and costing purposes. The form and content of these 
cards will vary with different companies due to differences in 
products and amount of detail required. As a general policy it 
will be found advantageous to have standard data sheets for materi- 
al, labor, and burden cost. Material sheets show the standard costs 
of all raw materials and purchased parts. Labor sheets show the 
standard time and cost of all manufacturing operations performed 
in the plant. Burden sheets show the standard operating expenses 
and burden rates at various production levels for each department 
or cost center. These sheets are used in preparing standard cost 
cards and bills of material. 

It will be necessary to have a standard cost card for each manu- 
factured part, each subassembly, and ‘each final product, showing a 
standard time and cost breakdown of material, labor, and burden 
for each operation performed in manufacturing the part, assembly, 
or product. Briefly, the preparation of these cards consists of 
recording the kind and quantity of materials, parts, and subas- 
semblies required, listing the manufacturing and assembling oper- 
ations in their proper sequence, and pricing the data thus recorded, 
by reference to the standard data sheets mentioned above. Burden 
is recorded against each labor operation, or in some cases the 
labor operations are summarized on each card according to cost 
centers and the burden applied against the labor shown for each 
cost center. 

In preparing standard cost cards for subassemblies or final 
products, some companies treat all parts and assemblies used as 
a material charge, while other companies believe that when manu- 
factured parts or subassemblies are required as starting material 
on a subsequent cost card, material, labor, and burden should be 
brought forward separately. The latter method is desirable when 
the total cost of the final product must be shown by cost elements. 

The number and complexity of the standard cost cards will de- 
pend upon the size of the company, the variety of manufacturing 
Operations, and the character of the products. Naturally, a com- 
pany which produces a great variety of parts and products will 
require more cards than one engaged in simple manufacturing 
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operations. All cards, however, should be interrelated so that the 
standard cost card for the finished product is, in reality, a concise 
summary of the material, labor, and burden costs of the completed 
product, supported by subsidiary cards showing the detailed costs 
for each manufactured part and subassembly involved. 


Accounting Procedures 

There are three generally accepted methods for handling ac- 
counts in connection with standard cost procedure. It is not our 
intention to go into the details of these methods, but rather to state 
in a general way the principles of each. 

Under the first method, work in process is charged with the 
actual cost of material, labor, and burden in the customary manner. 
Transfers from work in process to inventory accounts for com- 
pleted parts or finished products are made at standard cost. The 
balance in the process accounts represents a combination of the 
standard cost of the unfinished work and the variances between 
actual and standard costs on the entire production. The work-in- 
process inventories are revalued at standard’cost, and the balance, 
which represents the difference between actual and standard, is 
transferred to cost variance accounts. The effect of this method is 
to clear all variances from work in process at the end of the month, 
leaving the process accounts valued at standard cost. 

In the second method, the cost elements of material, labor, and 
burden are credited to their respective originating accounts, such 
as stores, payroll, and factory expense, at actual cost. Work in 
process is charged with these elements at standard cost, and the 
difference, which represents the variance between actual and stand- 
ard, is transferred to the variance accounts. This method has the 
effect of transferring the cost variances to the variance accounts 
without passing them through the process accounts, thus keeping 
all inventory accounts from work in process to finished goods on 
a standard cost basis, without the necessity of revaluing them at 
the end of the month as in the first method. Because of this, much 
clerical labor can be saved, as the subsidiary inventory accounts 
for work in process, completed parts, and finished goods may be 
carried by quantity only, the values being reflected in a single con- 
trolling account for each major inventory classification. Proof of 
the subsidiary ledgers would be obtained by pricing the quantita- 
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tive balances of each account at their respective standard cost, and 
totaling these to agree with the balance showh by the controlling 
account. This method can be extended to include the raw material 
inventory accounts by debiting these accounts with the standard 
cost of materials at the time of entering the purchase, and charging 
off the material price variance at once. There is a disadvantage in 
this policy caused by the fact that material price variances will 
appear when the. material is put into stores, while the quantity 
variances will appear at a later period when the materials are used. 
It is preferable to have both price and quantity variances appear 
together. 

The third method consists of debiting and crediting work in 
process and subsequent inventory accounts at both actual and 
standard costs. This requires the use of accounts having double 
debit and credit columns. Actual and standard costs can be com- 
pared by looking at the accounts. Variances are seen in total only 
and will have to be segregated for further analysis. 


Variances and Variance Formulas 

We have seen that the use of any of the foregoing methods will 
produce differences between actual and standard costs. It is not 
enough merely to know the dollar amount of these differences. We 
must go further and analyze them to determine their cause and 
endeavor to understand their effect on production costs. 

Variances in material and labor costs are of two types, namely, 
price and quantity. Price variances indicate that the material or 
labor used was priced at a rate other than standard, while quan- 
tity variances indicate that the quantity of material or labor actu- 
ally used in production was more or less than that called for by the 
standard. Burden variances are of three types. The first of these, 
known as the budget variance, represents the difference between 
budgted overhead and actual expense. The second, known as the 
idle time variance, is caused by the difference between budgeted 
and actual production hours. The third, known as the efficiency 
variance, is caused by the difference between the actual hours used 
in production and the standard hours allowed for the same volume 
of production. 

All of these variances can be ascertained by the use of formulas 
which are developed as follows: 
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MATERIAL 


1. Actual quantity X actual unit cost = actual cost of ma- 
terial used. 

2. Actual quantity < standard unit cost = standard cost of 
material used. 

3. Standard quantity standard unit cost = standard ma- 
terial cost allowed. 


The difference between the first two items is the material price 
variance, and may be expressed by the following formula: 


Actual quantity (actual unit cost minus standard unit 

cost) == material price variance. 
The difference between the second and third items is the material 
quantity variance, and may be expressed by the following formula: 


Standard unit cost X (actual quantity used minus stand- 
ard quantity allowed) = material quantity variance. 


LABOR 
1. Actual hours X actual rate = actual cost of labor per- 
formed. 
2. Actual hours standard rate = standard cost of labor 
performed. 
3. Standard hours X standard rate = standard labor cost 
allowed. 


The difference between the first two items is the labor price 
variance, and may be expressed by the following formula: 


Actual quantity < (actual unit cost minus standard unit 
cost) == material price variance. 


The difference between the second and third items is the labor 
quantity variance, and may be expressed by the following formula: 
Standard rate X (actual hours minus standard hours) = 
labor quantity variance. 
"BuRDEN 
1. Total factory expenses for the period = actual overhead. 
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2. Standard factory expense allowed for the period = 
budgeted overhead. ; 

3. Actual production hours x standard overhead rate = 
standard overhead cost of actual production hours. 

4. Standard production hours allowed X standard overhead 
rate == standard overhead cost allowed. 


The difference between the first and second items is the budget 
variance, and may be expressed by the following formula: 


Actual factory expense — budgeted overhead = budget 
variance. 


The difference between the second and third items is the idle 
time variance, and may be expressed by the following formula: 


Budgted overhead — (actual hours standard overhead 
rate) == idle time variance. 


The difference between the third and fourth items is the effi- 
ciency variance, and may be expressed by the following formula: 


Standard overhead rate X (actual production hours — 
standard hours allowed) = efficiency variance. 


Disposition of Variances 

After the variances have been determined in accordance with 
the foregoing formulas, the question arises as to their disposition. 
There has been no universal agreement among accountants as to 
the proper method of disposition. Some say that all variances 
should be written off to profit and loss or cost of sales every 
month, while others believe they should be prorated between cost 
of sales and inventories of work in process and finished goods. 
There is a third group which holds that quantity variances should 
be written off, while price variances should be spread over inven- 
tories and cost of sales. 

Other methods have been suggested, but the answer to the ques- 
tion of disposition depends in a large measure upon the type of 
standard in use and the adequacy of the standards for expressing 
inventory values. For this reason an all-inclusive method of dis- 
position would be poor policy, and it is therefore suggested that 
the variances be treated as follows: 
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First, any variances which are caused by inactivity, waste, 
or extravagance, should be written off as they represent 
losses. They should not be deferred by capitalizing them in 
the inventory accounts. This would include quantity vari- 
ances on material and labor as well as idle time and efficiency 
variances on burden. 

Secondly, an inventory reserve account should be estab- 
lished and charged with part of the price and budget vari- 
ances to an extent which would bring the work in process 
and finished goods inventories up to, but not in excess of, 
current market values. The rest of the price variance 
amounts should be written off, as they represent excessive 
costs. In this way the inventory accounts themselves will be 
valued at standard cost, while the inventories shown on the 
balance sheet will, as a whole, be shown at reasonable values 
through the use of the inventory reserve account. In addi- 
tion, losses caused by excessive costs and inefficiencies will 
be shown in the operating statement for the period in which 
they occur. 


Pointing the Way to Cost Control 

The cost accountant is in a unique position to stimulate the in- 
terest of the management in the control of costs through the 
medium of the reports which can be prepared as a result of the 
variance analyses. Cost control is an executive function which 
depends mainly upon two things, the proper presentation of cost 
reports and the exercise of prompt action where required. . 

Let us consider the steps required in setting up an organized 
control plan. First, a definite goal must be established with refer- 
ence to manufacturing costs. In setting this goal, operating effi- 
ciencies must be determined, and production methods must be 
planned to accomplish a smooth flow of work through the plant. 
The cost aspect of the goal thus established best can be expressed 
in the form of the standard cost data sheets which are assembled 
prior to the setting of the cost standards. 

When the final results are known, they must be compared with 
the standards in a manner which will bring out the variances in 
respect to commodities, operations, departments, cost elements, 
or in any other manner deemed necessary to portray a clear pic- 
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ture to the management. After this has been done the variance 
must be analyzed to determine the causes. Each of these must be 
investigated to determine the underlying reasons and to fix the 
responsibilities at the proper source. The variance shows the need 
for control ; the cause directs the management to the proper chan- 
nels for investigation ; the underlying reason indicates the source; 
and the responsibility determines the exact place to exercise control. 

Next, it becomes necessary to take corrective action to prevent 
recurrences of the waste and inefficiencies resulting in excessive 
costs. Rarely is the cost accountant in a position to take such 
action. His functions are generally confined to the summarizing 
of basic information, analyzing the results, and preparing cost re- 
ports for the higher executives. He can, however, become a valu- 
able asset to the management by enlisting the aid of all respon- 
sible persons in the organization, making them cost conscious by 
furnishing them with regular reports on their operating results, 
and contributing to their understanding of these reports by offer- 
ing them the opportunity to review with him the information 
shown thereon. In this way he can help them to acquire a clearer 
understanding of the results and their effect on departmental 
efficiencies. 





Summary 

Standard costs are an effective instrument of cost control if cer- 
tain points are observed in their application. As a basic guide these 
points may be listed as follows: 


lanl 
7 


Set the standards properly. 

Distinguish between controllable and noncontrollable 
items. 

3. Give due consideration to the effect of varying production 
levels. 

Inform the management of the results promptly. 

Point out the exceptional items. 

Emphasize the need for active and immediate control. 
Keep the standards up to date. 


XN 


Vows 


If the cost accountant will keep these points in mind, he will 
have the means of making a valuable contribution to management 
in the important function of cost control. 
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THE RELATIONSHIP BETWEEN STANDARD 
AND ACTUAL COSTS 


By Cyril F. Gamber, 
Lybrand, Ross Bros. & Montgomery, 
Philadelphia, Pa. 

ITH the end of the war and the withdrawal of the Govern- 

ment as a principal customer, management is faced with the 
necessity of carefully determining and controlling the costs of 
products which must be sold in a highly competitive postwar mar- 
ket. As a consequence, many cost accountants may anticipate re- 
quests for the installation of standard cost systems, in cases where 
convincing demonstrations to management have been made that 
standards must be employed if costs and profits are to be kept 
under proper control. Under the circumstances it is regrettable 
that a considerable segment of the cost accounting profession still 
clings to the opinion that a standard cost system represents a 
method of cost accounting which is opposed to actual cost finding. 
This misconception of the relationship between standards and 
actual costs has engendered many controversies which in the past 
have retarded the growth of the standard cost principle; its ex- 
istence today, which is evident in current discussions of the sub- 
ject, must be dispelled completely if progress is to be made in the 
field of modern cost accounting. 

It may be timely, therefore, to present the following outline 
which attempts to review the true relationship of standards to 
actual costs by summarizing the objectives of standard costs and 
contrasting them with a job cost system, which for the purpose of 
this outline is deemed to represent an actual cost system. 


Objectives of the Standard Cost System 
The principal objectives of standard costs may be summarized 
as follows: 


1. To provide a reliabie medium for estimating costs, and _ 


thus, sales prices. 
2. To plan production. 
3. To control manufacturing operations. 
4. To reveal causes for variations in costs. 
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5. To provide a simplified method for computing actual costs 
and cost of sales. 





Standards do not purport to be costs ; they are predeterminations 
of costs and complement an actual cost system. Their functions 
in the cost accounting system are to provide a convenient and flex- 
ible means of computing actual costs, inventories, and cost of sales 
and to determine the extent of, and reasons for, variations of ac- 
tual costs from expected results. The application of standards to 
the cost system does not eliminate the keeping of actual costs; it 
merely changes the basis upon which actual costs are recorded, 
eliminating many burdensome details in the process. 


Comparison of Job Cost and Standard Cost Systems 

The basic principles underlying the job cost system are elemen- 
tary and obvious. Costs of material, labor, and burden are accu- 
mulated against specific work orders. The aggregate costs as ac- 
cumulated represent the total cost of the order; the unit cost of 
production is obtained by dividing the total cost of the order by 
the quantity of product produced. 

Under a standard cost system, costs are not collected under work 
orders. Such a system requires the preparation of files of stand- 
ard costs of material, labor, and overhead for each operation in 
each department for each article or part, assembly, etc., manufac- 
tured. Moreover, the standard cost plan provides for the develop- 
ment of variances in the books of account by a comparison of pro- 
duction priced at these standard costs with actual costs. Such vari- 
ances constitute a measure of performance and a correction factor 
which may be applied to sfandard costs to reflect actual costs. 


Disadvantages of the Job Cost System 

The job cost system has numerous disadvantages. Under such 
a system it is necessary to figure costs every time an article is 
made. A great amount of detail work and duplication of effort is 
involved in collecting and distributing the costs to work orders. 
Where further details of costs are required, such as the’cost of 
parts of a product, an assembly, or the cost of individual opera- 
tions, it is frequently impracticable to sort and summarize the data 
without the aid of tabulating equipment. The work must be fin- 
ished before the total cost can be determined ; consequently the cost 
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of completed units cannot be found until all units manufactured 
under the order are completed. 

Under the standard cost system, the development of variations 
in actual costs is semiautomatic, whereas under the job cost sys- 
tem the determination of the reasons for fluctuations from esti- 
mates or expectations requires painstaking analysis of the costs. 


Advantages of the Standard Cost System 

These disadvantages are overcome by the application of stand- 
ards to the cost system. Under the standard cost plan it is neces- 
sary to figure costs only at intervals, depending upon the fre- 
quency with which changes occur in design, formulas, processes, 
or rates. It is less expensive to operate because the idea embodies 
the principle of exceptions. Frequently recurring cost transactions 
or activities are made matters of regular routine and may be re- 
corded in total for operations or department, rather than for spe- 
cific orders. Actual costs which conform to the standards set for 
them require no further analysis; those costs which depart from 


predetermined costs are analyzed currently, permitting prompt ap- 


plication of corrective measures. In addition to disclosing depart- 
ures from expected costs in total, the standard cost system can be 
made to reveal the cause of the variance, indicating the extent to 
which material prices and quantities, labor rates and man efficiency, 
and other factors, such as spoilage and shrinkage, have affected the 
actual cost. 

Standard costs are invaluable as a basis for estimating selling 
prices, and also in the preparation, operation, and interpretation 
of the budget because of the ease with which budgeted units may 
be expressed in terms of materials, labor, and expense. 


Objections to the Use of Standards 

Opponents of standard costs usually claim three disadvantages 
to the use of standard costs. One of these claims is that the estab- 
lishment of standard cost prices and files is a difficult and costly 
procedure. It cannot be emphasized too strongly that the estab- 
lishment of the standard cost system requires considerable study 
and effort, but on the other hand it should be pointed out that the 
installation cost is an investment which should pay dividends in the 
form of cost control and economy of clerical effort. Once the 
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red standard cost files are established, subsequent revisions may be 
made without difficulty ; in many instances it is found necessary to 
ns revise the standards not oftener than once a year. 
ys- The second disadvantage claimed by those who oppose standard 
sti- costs is that the variations carried to the profit and loss statement 
cannot be accurately apportioned to lines of product. This objec- 
tion has no merit if the basic standard cost system is employed, 
because under that method of applying standard costs, variances 
id- are applied to reflect actual costs in the inventory accounts, which 
es- may be broken down by product lines in appropriate groups so 
re- that the margin of probable error in applying costs to sales is 
es, negligible. When current or ideal standards are utilized, the dis- 
ies tribution of these variations by product lines is admittedly more 
ms difficult, but may be accomplished with satisfactory results if the_ 
re- standards are correctly set and frequently revised. 
)e- The third, and most frequently raised objection to standard 
or costs, is that under this plan inventories are carried in the balance 
m sheet at standard cost. Here again, this argument is without foun- 
p- dation if the basic standard cost plan which converts the standards 
rt- to an actual basis is employed in the accounts. Where the current 
be or ideal system is in use, the inventory accounts do represent stand- 
to ard costs, but if the standards are properly set and currently cor- 
y; rected, there should be very little variance between inventories at 
he standard and at actual cost. If a serious difference does exist, due 
to the operation of unforeseen contingencies, it is recorded in the 
ng variance accounts, and the inventory may be adjusted at any time 
on to reflect those elements of cost fluctuations which created the vari- 
ay ance. The problem is no different than that created in an actual 
cost system by a sudden drop in market prices, in which event 
inventories carried on the books at so-called actual cost must be 
adjusted to the lower of cost or market by the application of write- 
es downs or reserves. 
; Fundamentals of Standard Cost Installations 
b- The statement has been made that the only objections to a stand- 
ly ard cost system are the probabilities that it may be inefficiently 
he installed or indifferently operated. If this observation be true, it 
ne might be well to reconsider certain fundamental principles which 
ne should be observed when the system is installed. In establishing 
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the standard cost files, it should be realized at the outset that the 
matter of setting standards demands the cooperation of the engi- 
neer and the cost accountant. It should be borne in mind that the 
standards are units of measurements which will be used as a meas- 
ure of judgment and control over actual results. If those units of 
measurement are to fulfill their purpose, they must be related to 
actual conditions of operation. There are no short cuts in setting 
standards; they must be established on the basis of clear thinking, 
diligent research, and attention to detail. 

Little, if any, reliance should be placed on past costs. Consid- 
eration, however, should be given in the standards to reasonable 
expectations of operating efficiency. The rates must not anticipate 
results impossible of achievement, but rather should be set at a 
level which will stimulate efficiency. 

Once the standards are set the system should be designed so that 
the standards function as an integral part of the accounting sys- 
tem, and the procedure should be arranged to provide a medium 
of inventory control from raw materials through cost of sales. 

The number and character of variance accounts provided should 
be sufficiently comprehensive to facilitate the analysis of fluctu- 
ations between standard and actual costs so that trends of cost 
may be promptly discerned and brought under control. 


Conclusion 

There is nothing radical in the idea of applying standards to the 
cost system. All businesses have standards of some sort against 
which they measure performance, and to some extent they are 
employed in practically all cost accounting systems. This may be 
illustrated in the case of the application of overhead, which in most 
cost systems is absorbed on the basis of normal or standard rates. 

Standards and actual costs are not opposed to one another. The 
application of standard costs to the cost accounts, on the contrary, 
has the effect of enlarging or extending the information which 
may be obtained from the cost system. The so-called actual cost 
system merely answers the question, “What happened?” and the 
answer may yield satisfaction or disappointment. A standard cost 
system, on the other hand, reveals what is happening as the work 
progresses and incidentally answers a much more important query, 
“Where are we going?” 
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and material, each of which has been determined through the use 
of definite machinery and tools in coordination with such planning, 
routing, and scheduling as to secure the most efficient means of 
production. Obviously, such steps should not be undertaken until 
a thorough study of the product to be manufactured is made. This 
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the 
gi- STANDARDS 
ne By Maurice W. White, Office Manager, 
of Grinnell Co., Warren, Ohio 
to pone G the past ten years we have taken cognizance of a con- 
ng siderable number of industries and companies that have con- 
ig, verted their cost systems to some form of a standard cost system. 
No doubt such a decision was not hastily made but one which had 
d- been concluded after a considerable amount of study, research, and 
le analysis. This study convinced them of the distinct advantages in 
te the adoption of a standard cost system as compared with whatever 
a benefits they were deriving from their present cost systems. Not- 
withstanding such preparatory work, many standard cost instal- 
at lations have failed to accomplish their intended and expected pur- 
s- pose because those responsible for the installation failed to recog- 
m nize certain prerequisites in the development of proper standards. 
They had the enthusiasm for the task and the knowledge of the 
ld advantages to be obtained, but they failed to apprehend the basic 
1- requirements of a successful installation. What then are these pre- 
st requisites ? 
Basic Requirements 
It is a foregone conclusion that management today must of 
e necessity consider that they are out of the “horse and buggy days” 
st and that the rule of thumb method of management has been suc- 
€ ceeded a long time ago by scientific management. Therefore, we 
must consider the various elements to be recognized under scien- 
+t tific management. The fundamental requirement is that whatever 
; standards are established be based on research rather than on past 
e experience. Such standards would be basically more dependable 
4 and accurate than those which might have been secured by refer- 
1 ence to past experience. 
t These scientifically-established standards should include labor 
4 
t 
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involves sale at a reasonable margin of profit since, after all, that 
is the main purpose of production. The study should include a 
consideration as to type of raw material to be used to secure the 
finished product. We have found that due to necessity during the 
war substitution of material had to be resorted to,-and often these 
materials were found to be an improvement as to appearance, style, 
and cost over the original basic materials or those customarily 
used. For example, with the scarcity of brass it was found 
through laboratory tests that malleable iron could be substituted 
without serious difficulty as to wear or quality and even at a lower 
price. Also in many cases plastics were substituted for metals and 
produced as durable and in most cases as economical a product as 
might be secured from stampings and die castings. 

One of the most important phases of our study is the quality 
of the product desired, the tolerances required if any, and the style 
and appeal to the customer public. With the decision as to the 
material, we can then progress to the determination of the method 
and sequence of processing those materials in the most economical 
manner possible, such information being developed through engi- 
neering specifications. 

Material Usage Standards 

Raw material inventories can be maintained at a minimum 
through the preparation from engineering specifications of stand- 
ard material lists which ultimately form the basis for material 
standards. These lists should specifically provide for reflecting 
the quantity consumed in each operation together with standard 
mixtures and yields and allowances for unavoidable scrap and 
material losses. This is a most important detail if you anticipate 
reflecting actual yields against standard yields, actual scrap losses 
against standard scrap losses, etc. Many materials are admittedly 
subject to shrinkage or unavoidable deterioration while in storage 
or in various processes of operation. In the textile industry, for 
instance, consideration must be given to losses in spooling and 
dyeing, dressing, weaving,and shrinkage upon dyeing and finishing. 
However, such allowances should be predicated on minimum scrap 
or shrinkage allowances. The determination of the amount of 
allowance for losses which results from unpreventable inaccuracy 
on the part of the operators of machines is a more difficult matter, 
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for here it becomes necessary to distinguish between that which 
cannot be avoided through exercise of a reasonable amount of 
care and that which represents carelessness, inattention, and un- 
necessarily faulty work. 

Another advantage in the preparation of a standard material list 
is the opportunity afforded for an analysis of items not ordinarily 
carried in inventory and which might be readily eliminated if 
standard materials were substituted. For instance, in an assembly 
we might ascertain that a particular machined casting might be in- 
dicated where a stock-turned part might be advantageously sub- 
stituted at a lower cost than that originally planned. It is, there- 
fore, extremely important that the original standard material lists 
be thoroughly analyzed to secure the most efficient use of ma- 
terials, and this is particularly true where they represent purchased 
common parts, the sizes and kinds of which could readily be stand- 
ardized on a limited number of sizes. 

A system of adequate records of excess withdrawals of raw 
materials and parts and of spoilage and scrap production must be 
maintained in order that related cost variances may be explained 
and traced to their sources in order to effect their-correction and 
elimination by responsible individuals. In the outline of the fore- 
going requirements it is presumed that in setting up these stand- 
ards there is adequate physical control over the processes of pro- 
curement, storage, issuance, and handling of materials from raw 
material stores to finished stores and shipment to customers, Such 
a control would ordinarily provide: 


1. Accurate budgeting of material requirements. 

2. Proper purchasing routine. 

3. Facilities for storage of materials. 

4. Effective control of material issuances. 

5. Suitable storage and shipment of finished materials. 


Unless the above activities were properly controlled, it might not 
be possible to obtain accurate cost information to present, analyze, 
and control cost variances effectively and to give managemerit a 
true picture of actual conditions. 


Labor Usage Standards 
In establishing direct labor cost standards, we again must consid- 
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er basic facts to be obtained for standards accurately set. We must : 
standardize the conditions of work surrounding each operation 
with which we are concerned and give suitable consideration to the 


FLER [2 


following : 
1. Condition of machine and tools. Req 
2. Availability of material to machine. r? 
3. Coordination of materials and facilities. deve 
4. Training of worker on machine. the 


First of all, it is desirable that in the establishment of labor stand- 
ards proper consideration should be given to the machine on which 
the assigned work is to be performed. The machine and related 
tools should be in satisfactory condition for the most efficient pro- 
duction of the work required, since we cannot expect the desired 
or standard performance unless standard conditions absolutely are 
present. 


Standardization of work 


Many cost standards have been established on purely hypo- 
thetical working conditions which are not present during actual. 
production, nor were any arrangements made to provide such con- 
ditions in actual performance. In establishing standards for labor 
it is vitally important that such factors as layout, condition of 
equipment and tools, etc., be standardized and actually present 
under true operating conditions. Otherwise we simply develop a 
fictitious standard, portray variances to management which it can- 
not immediately comprehend until a lengthy and thorough analysis 
reveals that conditions are entirely different than those on which 
standards were predicated. In addition, it is most important to 
make provision for supplying the operator with instructions for 
the operation of the machine or directions for each specified job 
and to arrange for advance training of these operators on specific 
machines. Standardize the operator! 

The standard should also give proper consideration to the avail- 
ability of the supply of material to the operator and the continuity 
of that supply through proper coordination of the internal trans- 
portation system. The latter may take the form of conveyors or 
of any other mechanical or manual means for insuring not only an 
uninterrupted supply of material, but also removing the finished 
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production of the machine to the next operation or to sub or fin- 
ished storeroom. Too many times this feature has been neglected 
with the result that charges for waiting on materials begin to re- 
flect themselves in the labor standard as “off variances.” 


Required Results of Labor Standards 

On the premise that the direct and indirect labor standards thus 
developed do reflect actual operating conditions, a comparison of 
the actual versus the standard should reflect the following: 

1. Labor efficiency in performing the task. 

Indirect labor. 
Rate variance. 
Idle time. 
Reoperative labor. 
Allowances for learners, shift premium, and overtime 
premium. 


All such labor can be controlled daily, weekly, or monthly in ac- 
cordance with the requirements dictated by the situation at the 
moment or by managerial policy. This control can be exercised 
by means of a labor control report, and immediate attention can 
thus be directed to the source of the unusual variances as labor 
in many industries forms a very important part of the controllable 
portion of the manufacturing cost. 


Establishment of Standard Times for Direct Labor Operations 

While it is possible to reflect variances based on standards estab- 
lished by past performance, such practice lacks the required basis 
for proper analysis and thus, to a large degree, defeats our orig- 
inal intent to control operational costs, Time and motion studies 
are commonly used to establish standard time allowances on the 
basis of “the one best way to do the job.” They also take into 
account the physical ability of the individual to secure maximum 
output froni the machine or the operation performed. Thus, scien- 
tifically based standards anaiyze the manual and machine functions 
into the various elements of the job to be performed and provide 
proper and just allowances for: 


AWS Ye b 


1. Efficiency of the worker. 
2. Fatigue incident to the particular job. 
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3. Personal needs. 
4. Setup of machine. 
5. Handling of materials. 


Standards so established provide the basis for a complete analysis 
of the variances resulting from actual performance and enable 
management to take steps to correct negative conditions. Such 
analysis is not available where standards have been established by 
averaging past performance or are otherwise based on estimates. 


Manufacturing Expense Standards 

Up to this point we have concerned ourselves with the estab- 
lishment of standards for material and labor ; however, the matter 
of control of manufacturing overhead is of equal importance to 
cost accountants and to management, for it represents a relatively 
high portion of the manufacturing cost in many industries. Obvi- 
ously it is essential that manufacturing be departmentalized and 
sufficient study be given to the separation of the fixed from the 
controllable departmental overhead costs. True variable or con- 
trollable costs increase or decrease in proportion to the volume of 
the production going through a department; therefore, they are 
controlled by maintaining them within the limits established by 
such current activity. Hence, in setting up the controllable expense 
standards we must be prepared to establish them on an attainable 
basis in order to create and sustain continuous interest on the 
part of operating men in maintaining their actual controllable ex- 
penses within the established budgets. 


Material Price Standards 

Before preparing standard prices for raw materials and pur- 
chased parts, arrangements should be made to assign codes for 
proper identification; complete specifications for each item also 
should be recorded. The complete list is reviewed by the cost ac- 
counting department with the purchasing department in setting 
price standards which usually are effective for the year. Full con- 
sideration should be given to company policy as to the desirable 
basis for pricing which may reflect any of the following: 


1. Expected actual costs. 
2. Normal cost which gives emphasis to a study of the nor- 
mal price level. 
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3. Average of prior years’ costs over a ten-year cycle which 
takes into account subnormal and abnormal conditions and 
cyclical influences. 






































sis Thus, after such material price standards have been established, 
ile studied, and accepted, management can effectively measure pur- 
ch chasing policies adopted and purchased by the purchasing division. 
by However, these standards must be fairly and reasonably deter- 


mined. If they are too high, favorable purchase price variances 
are too easily secured. At the same time high material price stand- 


b- ards may stifle potential sales or misrepresent the gross margin. 
er Standard Labor Rates 

to The translation of operation time to labor costs involves the 
ly study of rates of pay for various operations within the department. 
i- This routine is greatly facilitated where job analysis has been 
id made and labor grades established. After the decision has been 
1e reached either as to the selected mid-point or maximum for each 
n- grade, a composite rate for the department or machine center can 
of then be established. The task of setting these rates in the past 
re several years has been greatly simplified because definite rates have 
y been included in labor contractual agreements. The rates deter- 
se mined can either be interpreted into hourly rates or used as a 
le basis for piece rates or any other incentive plan. It may be a com- 
e pany policy, however, to give some consideration in these rates for 
c- the inclusion of overtime or shift bonuses, although many com- 


panies follow the practice of charging off such allowances directly 
to a special variance account. An accurate labor rate should in- 
clude workmen’s compensation insurance and old age benefit costs 
together with state unemployment taxes in those states where em- 
ployer payments are in effect. 


0 

a The use of standard departmental or center direct labor rates 
g simplifies standard costing and is intended to provide a measuring 
m stick as to proper use of labor. 

e Normal Capacity 


On what basis shall our fixed expenses be absorbed? This is an 
extremely controversial subject, and it has been the subject of de- 
bate among many well-known authorities. Shall our basis be prac- 
tical capacity, average capacity to make and sell, capacity to pro- 
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duce giving consideration to bottleneck departments, or capacity to 
sell? The basis selected depends considerably upon the industry 
involved, but many accountants fail to give full emphasis to a 
common-sense study of the problem. This involves the basis 
which would provide us with costs within the range of market 
competition, since after all, in a free enterprise system, it is com- 
petition which establishes the selling prices, Thus, some companies, 
for instance, find that they must base their costs on a two-shift 
schedule. Failure to attain that activity in the ensuing year reflects 
unabsorbed fixed expenses, but this is more than offset by the 
gross margin of profit, Shall we recover in our costs deprecia- 
tion, taxes, and insurance on unused facilities. If we so elect, will 
such inclusion bring about a prohibitive cost or suppress the en- 
thusiasm of the sales division to secure much, if any, sales volume 
of that particular product? I believe that we must determine 
through study a practical application to our own problem as to a 
proper basis for normal capacity. 



































Maintenance of Standards 

I reiterate that many standard cost installations are not fully or 
completely successful because of inadequate maintenance of the 
standards established through exhaustive study and research. It 
is my personal opinion that complete files covering all data should 
be maintained in the cost accounting department to include : 


Material quantities. 
Material prices. 
Labor rates. 
Standard times. 
Normal capacities. 


YPepr 


It is only through this centralized control that standards may prop- 
erly be maintained and revised when necessary. Such revision or- 
dinarily takes place annually except where material substitutions 
are made or operations are considerably modified to the extent of 
requiring reductions or increases in labor costs or operational 
time. Standards should not be changed where temporary modifica- 
tions of operating practices exist, but should be allowed to stand 
in order to measure the effect on such temporary actions. Some 
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industrial engineers advocate the use of basic standard costs in 
that comparisons of results from year to year can be readily deter- 
mined. Such comparisons cannot be made when standards are 
changed or modified each year. It is a fact, however, that under 
systems requiring changes in standard costs, equitable comparisons 
can be made of actual performance from year to year by use of 
correctional factors. 


Conclusion 

As a final emphasis in this discussion, let me point out that 
standard costs are only as effective as the basis on which they have 
been prepared. If the base is deficient, then it is similar to building 
a house with a mud foundation and erecting the framework with 
seasoned quality lumber, The complete organization of our stand- 
ards must be substantially built to the extent that they may be 
subjected to thorough examination by management. Now in order 
to retain control of appropriately established standards, positive 
maintenance of them should be assured to provide a precise ap- 
praisal of results. This requires that the cost organization be made 
fully aware of changes in manufacturing processes that are being 
considered or of those modifications of manufacturing which the 
operating organization elects to put into practice. 

The cost organization must be alert and fully awake to the re- 
sponsibilities assigned to it. It cannot maintain adequate and ac- 
curate cost records or cost standards by being confined to the four 
walls of its office. It must possess an inquisitive nature in the ex- 
ploration of all cost facts. 


















USEFUL BY-PRODUCTS OF A STANDARD 
COST ROUTINE 
By Maitland A. Smith, Supervisor of Costs, 
General Electric Co., Fort Wayne, Ind. 













TH the introduction of standard costs, emphasis was placed 
on furnishing cost information to the management to aid in 
the control of operations rather than on the accumulation of his- 
torical product costs as had been the case in the past. Much has 
been written along this line, and it is not intended that it be re- 
peated here. However, it may be necessary to bring out certain 
points which are fundamentals of standard costs in order to pre- 
sent the specific points under consideration satisfactorily. 
Any standard cost system should have as its goal the following 
three basic considerations :. 


1. Supply control information to management. 
2. Compile product costs. 
3. Supply a basis for costing inventories. 


These functions are basic, and thus little space will be devoted here 
to their analysis. Instead emphasis will be placed on the other 
uses which can be made of the information gathered for the basic 
considerations as listed. Thus these may be considered as by- 
products of the standard cost routine. 

The following list includes some of these so-called by-products. 
This is by no means intended to be a complete coverage of the 
field, since the items will differ widely in various industries. 
Rather it is intended that these be merely representative of what 
can be accomplished : 


Cost figures for cost reduction programs. 
Measurement of supervisors. 

Aid to internal auditing. 

Control of valuable materials. 

Physical inventory. 

Financial planning. 


PEPE Pm 


Cost Figures for Cost Reduction Programs 
In the period to come there is no doubt that many industrial 
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enterprises are going to be forced into comprehensive cost re- 
duction programs if they are to earn a satisfactory return on their 
investment. The basic axiom of any cost reduction program is: 
“There is a cheaper way.” This has yet to be proved wrong, and 
thus the answer ‘to lowered costs rests in finding that cheaper way, 
whether it be in design, materials, manufacturing methods, clerical 
methods, or some other field, At this time it would be well to con- 
sider the differentiation between cost reduction and cost control. 
For purposes of this discussion, the former means the lowering 
of the standard level, while the latter is the control of the current 
level with relation to the standard. From this it is apparent that 
the standards used as the basis of this system are attainable under 
normal conditions. 

Many critics of standard costs attempt to point out that .the 
routine would be of little help to a cost reduction program because 
the standards are not changed currently. With some installations 
this criticism may have some merit, However, if the routine has 
been set up properly, it will be found that it has been necessary 
to keep the standard costs of all component parts up to date in 
order to compile the applicable variances properly. From this in- 
formation it is a relatively simple matter to maintain cost trend 
sheets showing the basic material and labor for the major parts 
of each high production device. This then gives the persons con- 
cerned the latest standards regardless of what product cost is used 
for accounting purposes. 

In order to conduct a cost reduction program successfully it is 
necessary to organize for it. With the rush of production activ- 
ities, it will be found that few reductions will develop on their 
own. It takes persistent follow-up by someone to bring these 
studies through to a conclusion. Thus it is apparent that this re- 
sponsibility must be allocated to some individual or committee. 
Once this responsibility is assigned, it is equally important that a 
method be established to measure the results. Here a standard cost 
routine again has a definite contribution to offer, inasmuch as the 
cost level changes can be measured by isolating such disturbing 
influences as varying material prices, labor efficiency, labor rate 
changes, etc. In other words, the over-all costs may increase more 
than enough to offset the reductions obtained by the cost reduction 
program. However, it will be possible to show how much more 
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they would have increased without the offsetting influence of the 
organized program. 


Measurement of Supervisors 

Since standard costs are in reality nothing but a further exten- 
sion of budgetary control, an excellent opportunity is presented 
for the measurement of supervisors, particularly those in the fac- 
tory itself. One cardinal principle must be observed, however, if 
this is to be a success; namely, that the standard or budget must 
not be set in the front office, but that the man being measured must 
be a party to it. As a matter of fact, this is to be desired from 
other viewpoints, but it is a must if the supervisor’s full coopera- 
tion is to be obtained. Too many times a supervisor is consulted 
only when his performance is below par. With the standard cost 
form of measurement, it is possible to combine cost control and 
cost reduction with the ultimate goal of reducing the standard by 
continually bettering the existing budget. This can be aided by the 
management giving proper recognition to those individuals who are 
able to achieve that result. 


Aid to Internal Auditing 

Standard costs may be of aid to the internal auditing staff in 
several ways, but mainly through an analysis of unusual variances. 
For example, let us take the case of an audit of vouchers paid dur- 
ing a certain period. Before starting such a review, it would be of 
great help to the auditors to examine the material price variance 
data for the period to be reviewed. This would disclose the trends 
with relation to the standard and thus furnish leads as to where 
the auditors might concentrate their attention, The same condi- 
tions might be applied to a payroll audit. Since excesses over the 
standard method must show up as a variance in some form or 
other, an analysis of these variances might disclose a condition 
that otherwise would be very difficult to isolate or might be passed 
over entirely. 


Control of Valuable Materials 


In industrial plants one generally thinks of valuable materials 
as gold, silver, platinum, diamonds, etc. However, there are many 
cases where a material of relatively low unit value is used in such 
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a quantity that the aggregate value is many times that of the high 
unit value items. An example of the latter would be lacquer in a 
plant manufacturing refrigerators. Both types will be included in 
this discussion. — 

From the basic data upon which the cost standards were based, 
it is possible to set up a usage rate for any material where the 
value and subsequent risk involved will warrant the clerical ex- 
pense. A simple comparison can be made of the actual quantity 
used with what should have been used. The latter is found by mul- 
tiplying the standard material allowance by the standard unit cost. 
This comparison may be made monthly, weekly, or daily, depend- 
ing on the circumstances and would show any loss which might be 
accruing. This is, of course, of particular importance in operations 
where the operator has the rate of usage within his control, such 
as in the case of spraying refrigerator cabinets. Other conditions 
which might warrant such a check would be where there is a 
danger of pilferage after the material has been released. 


Physical Inventory 

One of the items listed as a basic consideration was that stand- 
ard costs would supply a basis for costing inventories. The aspect 
to be considered here as a by-product is not that of a pricing base, 
but instead the facility with which the records can be used in the 
physical problem of costing the physical inventory. The pricing 
of such an inventory for most manufacturing concerns creates 
quite a problem. Without standard costs it is generally necessary 
for an experienced cost person to analyze each item to see that it 
is evaluated correctly from an inventory pricing viewpoint. How- 
ever, with cost standards, revised at inventory time for the new 
year, it is possible to use less experienced personnel for pricing 
and yet attain satisfactory accuracy. This is of considerable im- 
portance because if the older, experienced people are used for 
pricing the physical inventory, it generally means that something 
else must suffer, since the inventory is usually an annual proposi- 
tion. Thus the cost organization cannot be organized to handle it 
as a regular part of its everyday duties. 


Financial Planning 
This topic might be considered as cost control if a broad inter- 
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pretation of that term were taken. However, here it is being con- 
sidered separately, not as a by-product but because of its over-all 
importance, 

It has long been considered by top management that one of its 
principal difficulties is gathering facts in an integrated manner. 
One of the real values of a standard cost routine is that it does 
provide the financial member of the staff with the opportunity to 
present to the management a picture of operations in such a way 
that the figures may be easily and quickly analyzed and respon- 
sibility assigned. As a consequence of this, the reports will also 
show cost trends in such a clear manner that projections can be 
made and financial plans mapped accordingly. 


Conclusion 

It has not been the intent in a brief discussion of this type to 
offer any concrete suggestions which the reader might put into 
operation tomorrow. Each phase of the subject would have to be 
much more detailed for that purpose. Rather, it has been the in- 
tention to provide some thought-provoking comments, so that per- 
sons using standard cost routines might look them over to see if 
they are using them to best advantage. 
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Prices, Costs, AND PRoFits 


Editor, N.A.C.A. Bulletin: 


In the 1945 Year Book of the N.A.C.A, a series of articles appeared 
by Edwin G. Nourse and Charles C. James on the subject of “Cost Finding, 
Price Determination, and Industrial Capacity.” Mr. Nourse is essentially 
an economist, whereas Mr. James is a cost accountant. The widely diverg- 
ing opinions expressed by the authors is typical and indicates clearly the 
chasm separating the two fields. 

As both an economist and a cost accountant, I should like to express my 
views on the subject. Mr. Nourse contends that the lowering of prices will 
produce sufficient additional markets to allow the manufacturer to maintain 
his high over-all profits while reducing his unit profits. Further, he con- 
tends, the end result will be a flattening of the business cycle. If it were 
possible to induce the majority of business men to adopt this attitude and 
put it into effect at one and the same time, there would undoubtedly be a 
large increase in our national sales. Mr. James, however, shows conclu- 
sively that the resultant increase in sales could not possibly compensate for 
the necessary price cuts. | 

Mr. Nourse has not considered the fact that all cieniiiunein are not 
equally efficient. The human element alone will prevent manufacturers, 
although in the same field, of equal size, and operating under identical con- 
ditions, from operating at the same rate of profit. As soon as we encounter 
the situation of many manufacturers producing the same product at varied 
rates of profit, the problem of the marginal producer is raised. If prices 
are cut by the more efficient concerns, this marginal producer will have to 
drop out since he will no longer be able to operate at a profit. This in turn 
brings about unemployment and starts us again on the depression swing of 
the business cycle. While the efficient business may require additional labor 
to meet the increased market for its product, it will obviously be unable to 
absorb all displaced labor. 

As price cutting continues, more producers will have to drop out, and 
eventually we will find that the most efficient producer has a monopoly. 
Prices immediately begin to go up, human nature being what it is. Shortly 
the increased prices entice others into the field, and we are off on the same 
old merry-go-round. 

Price cutting in itself will not solve the problem. Even the economies 
which may be obtained by efficient cost analysis will not compensate for the 
price cutting that would be necessary to obtain a sufficiently large market 
to pay for the lessened unit prices. In the United States we probably have 
a smaller degree of distinction among the economic classes than in any 
other country in the world. Still, these classes are far enough apart; a few 
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cents’ price decrease will not dring an article previously available only to 
the middle income brackets within the reach of the lower income brackets. 
Much more substantial reductions are required to bring about such a result, 

It is the job of the cost accountant and the economist to determine present 
costs, predict the future trends of business, and set prices accordingly. Both 
must work together to attain the ultimate in efficiency. Prices may be safely 
cut only when they produce a market large enough to allow the manufac- 
turer to retain his profits at their normal level. Such a point is reached 
only when a technological improvement in the industry enables all manu- 
facturers in the field to reduce their prices and also their costs. In this way 
the product is sold at a greatly reduced price but with the same per cent of 
unit profit. I should like to emphasize here the phrase “unit profit,” which 
I have used deliberately. A business man is not willing to invest more 
capital and incur the added risks of higher production unless he is com- 
pensated by increased over-all profits. Thus reducing the unit profit is not 
the answer. The answer is to reduce the cost. And I repeat that while 
the cost accountant can help by efficient cost analysis and presentation to 
bring about lower unit costs, this in itself is not sufficient. The combination 
that is needed to attain the desired end is not merely that of the economist 
and the accountant, but is fourfold, that is, economist, accountant, scientist, 
and engineer. 

Dumont H. Mernnotp, 
Los Angeles Chapter. 


Postwar Prictinc anp Cost ACCOUNTING 


Editor, N. A. C. A. Bulletin: 
Harry Howell has raised many interesting points in his article in the 
Bulletin of November 15, 1945. I think we may all agree that business 
should attempt a measure of self-help, but I am afraid Mr. Howell’s expo- 
sition raises a number of extremely controversial points. The first con- 
cerns the matter of definition of terms and classification of costs. I will 
agree at once that it is the function of the N.A.C.A. and other organiza- 
tions “to give the terms used in cost and financial accounting precision 
of meaning and exactness of definition” (p. 224). Unfortunately, the 
article contains some definitions that certainly are not found in existing 
literature. For example, I had always thought that fixed and constant 
costs were synonymous, but the distinction somehow escapes me. There 
is, moreover, some confusion apparent in these definitions. Specifically, 
constant costs, according to Mr. Howell, do not “mean those costs which 
would go on even if the business stopped running; these are better termed 
perhaps minimum costs. Instead it means that group of costs ... which 
remains very largely independent of the volume of business” (p. 222). 
As illustrations Mr. Howell mentions fixed power costs, maintenance to 
prevent deterioration, etc. Now these are precisely the costs which many 
ST eed daa dn sacanie They are the fixed components of 
semivariable costs which go on when the business does stop running. 
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The next point Mr. Howell makes concerns the minimizing of: fixed 
costs. I think that possibly the emphasis is wrong. With a given plant, 
fixed costs can be minimized by getting rid of a portion of it, or substituting 
manual for mechanical labor. These fixed costs arise from what the econo- 
mists call “sunk” costs, that is, investment in capital assets which produce 
a continuing burden of charges irrespective of plant output. The remedy is 
not in “capital and financial adjustments, changes in plant investment, 
and the fundamental structure of the corporation” (p. 225) unless the 
industry is clearly suffering from chronic excess capacity. For the repre- 
sentative concern, the effort should be in the direction of expanding pro- 
duction to secure minimum unit costs of production through the spreading 
of fixed charges over a greater volume. It is precisely, as Mr. Howell 
has well put it (p. 216), full utilization of facilities, at a profit, that should 
be management’s aim. 

This brings us to the matter of differential costs and the illustration 
supporting this topic (Exhibit 2, p. 228). Is it really correct to say that 
any price above $40 may be quoted on the additional business? Differential 
costs are, or should be, logically used where a segregation of markets is 
possible. Nobody is trying to get into a movie at 6 p.m. at 11 a.m. prices. 
No one tries to put through a long-distance call at 10:30 am. and ex- 
pects to get charged at night rates. These are different markets, and dif- 
ferential cost analysis performs a highly useful function in enabling a con- 
cern to take on additional business without spoiling the market for its 
regular business. The result is a maximization of profits and, expressed 
in terms of the much maligned historical costs, a further decrease in the 
average unit production costs. Where such a segregation of markets is 



































FaeRomRnTa tee FAP SER FRE SF 


e not possible, the result is merely price discrimination, legal discrimination 
s prohibited by the Robinson-Patman Act and many of our state Fair Trade 
- and Price Maintenance laws. Wholly aside from the legal implications, 
- it simply is not good business to quote different pricés in unsegregated 
ii markets unless such price differentials can be justified on the basis of 


- savings in methods of production, sale, or delivery (see Robinson-Patman 
Act). Why, in the absence of market segregation, should we quote a price 


n 
€ of $45 or $50, on the assumption that all our fixed charges have already 
“4 been absorbed by another part of our production line? 

t Let us go on to Exhibit 3 (p. 231) and the case of salesman A who 
e produces no profit. Now to argue that to fire salesman A would result 





in a business loss because his contribution to fixed charges would have to 
be absorbed by salesmen B and C is to fly in the face of common sense. 
Of course, fire salesman A, but be sure to hire another salesman who 
will not only take over the fixed charges, but will contribute some profit 
to the business. 

Next, there is the matter of advertising designed to prevent price com- 
i petition, which Mr. Howell wants to treat as a reduction of price. Does 
this mean that it is a reduction of sales revenue? ‘ If this argument is 
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pushed to its extreme, all expenses are price or revenue reductions, since 
they all must come out of the sales dollar. 

Finally, in my opinion, depreciation, no matter how one looks at it, és 
a cost of production and distribution, not a part of the profit margin. 

The above comments are in no way intended to detract from a truly 
excellent article. But before we rush in to embrace a new philosophy, 
it might be well to stop, look, and ponder. 

Caartes J. EccEMAN, 
New York Chapter. 


INSTALLING AN INCENTIVE WAGE PLAN 


Editor, N. A. A.C. Bulletin: 

The writer was much interested in the article by Charles M. Reinherr and 
Paul Griek which appeared in the N. A.C. A. Bulletin of January 1, 1946. 
As bonus is paid to both direct and indirect labor, wouldn’t it have been 
feasible to set up a standard that would include both types of labor? For 
instance, if as the article states, the direct and indirect labor are about 
evenly divided, then a standard of one hour for direct labor could be in- 
creased to two hours to cover both direct and indirect labor. Then the 
total of direct and indirect labor for the payroll period would be charged 
against the production results. This should have a tendency to control 
indirect labor, as direct labor became more efficient, without having the 
increased direct labor efficiency offset in part at least by higher indirect 
labor costs. 

Reference is also made to page 386, which reads, “The standards finally 
set were based on the time studies but were adjusted to a point where the 
then current rate of production would be at the approximate break-even 
point in the incentive wage calculation.” May the writer understand from 
the foregoing that if under standards, the efficiency or productivity was 80 
per cent, that 80 per cent was set as the starting point? If so, very well. 
There is just a hint in the statement, however, that standards were adjusted 
to show the break-even point at 100 per cent. From a personal standpoint 
it would seem advisable to start at 80 per cent, especially if the results 
against standard showed this to be the actual results. 

It is presumed, that for comparative purposes, records are maintained 
which will point out lags in individual departments or shifts, so correctives 
can be applied to overcome such lags as they occur. 


Vat. C. Scumomr, 
Grand Rapids Chapter. 


DEPRECIATION AND THE ENGINEER 
Editor, N. A.C. A. Bulletin: 
In the December 1, 1945, issue of the Bulletin, Professor Paul T. Norton 
of the Virginia Polytechnic Institute sets forth the view that heavier depre- 
ciation allocations during the early years of life of an asset may hold advan- 
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tages in many cases. He suggests this view because of its soundness and 
not as an advocate of a “tax incentive” expedient for he notes the possible 
“tax penalty” of tomorrow. 

Because the problem involves cash payments for taxes, and differences in 
the tax besides, it would seem that managements and the Treasury Depart- 
ment are confronted with taking another risk. Despite the carry-back and 
carry-forward provisions of the tax law, the use of different depreciation 
rates or procedures would result in differences in total tax payments for the 
same period of years and identical net earnings, if it is assumed that there 
will be wide changes in earnings and perhaps changes in tax rates during the 
period. The trouble in the problem is the need to forecast the course of these 
two variables. 

It probably can be demonstrated that strict adherence to established prac- 
tice does not necessarily mean strict fairness for different industries or 
companies. Under these conditions would it not be sound to seek equal tax 
reduction during the entire life of any asset for each dollar invested in fixed 
assets during a given year by any one in the country? With this basis estab- 
lished the cost accountant could then turn to the calculations which would 
promote replacements where these would be economical. 


ArtHur P. NonweEILer, 
Toledo Chapter. 





COST CURRENTS 











Bad Debt Recoveries and the Excess Profits Tax—Regulations 112 
have now been amended to permit the exclusion from excess profits net” 
income of recoveries of pre-1940 bad debts regardless of whether the tax- 
payer uses the reserve method or the direct charge-off method. Such exclu- 
sion has always been allowed in connection with the latter method, but the 
Bureau of Internal Revenue early took the position that the rule did not 
apply under the reserve method. The new amendment is in line with the 
decision of the Tax Court in the Boyd-Richardson case (5 T. C. No. 83) 
which was reported in the October 15, 1945, Bulletin. This decision held 
that since the same net income results regardless of whether the recovery 
is credited to an income account or to a bad debt reserve, the exclusion 
applies for excess profits tax purposes regardless of the accounting method 
followed : : 


Improper Accumulation of Surplus—In view of the rapid expansion of 
corporate surpluses and with the cessation of the need for wartime expan- 
sion of plant facilities there is reason to believe that the Treasury Depart- 
ment will check corporate returns more closely for evidences of improper 
surplus accumulation. Such accumulation may subject the corporation to a 
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penalty surtax. Section 102 of the Internal Revenue Code reads in part as 
follows: 


a. Imposition of Tax—These shall be levied, collected, and paid for 
each taxable year (in addition to other taxes imposed by this chapter) 
upon the net income of every corporation if such corporation. . . . is 
formed or availed of for the purpose of preventing the imposition of 
the surtax upon its shareholders or the shareholders of any other 
corporation, through the medium of permitting earnings or profits 
to accumulte instead of being divided or distributed, a surtax equal 
to the sum of the following: 


27% per centum of the amount of the undistributed section 102 
net income not in excess of $100,000, plus 

38% per centum of the undistributed section 102 net income in 
excess of $100,000. 


c. Evidence Determinative of Purpose—The fact that the earnings or 
profits of a corporation are permitted to accumulate beyond the rea- 
sonable needs of the business shall be determinative of the purpose 
to avoid surtax upon shareholders unless the corporation by the clear 
preponderance of the evidence shall prove to the contrary. 

Whether surplus is accumulated beyond “the reasonable needs” of 
the business is dependent on the facts in each case. For a review of 
recent decisions in this field readers are referred to an article “Sec- 
tion 102—A Postwar Tax Problem” by Morris Goodman, appearing 
in the March, 1946, issue of The Journal of Accountancy. 


Regulations Issued on Pay-Price Action—Supplementary regulations 
recently issued with the joint approval of the National Wage Stabilization 
Board, the Office of Economic Stabilization, and the OPA, provide the basis 
for institution of wage increases and possible subsequent price relief under 
the President’s Executive Order 9697 issued February 14, 1946, establishing 
a new wage-price stabilization policy. Included in the regulations are the 
following : 


That wage increases must have been actually put into effect before it 
can be used as the basis for an application for compensatory price relief. 

Wage increases contingent on a subsequent price increase by OPA 
are not permitted. 

An employer may make an unapproved wage increase until March 15 
without waiving the right to seek approval later, but the approval must 
be sought within 30 days after the increase is first reflected in current 
pay rolls. 

Wage increases which an employer does not intend to use as the basis 
for compensatory price relief may be instituted without approval by the 
NWSB. If he changes his mind and secures approval of the increase, 
OPA will entertain his application for price relief in the same manner 
as any other case. 
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To eliminate delays an employer may send his data to OPA along with 


his application for price relief while his application for approval of wage 
increases is pending with the NWSB. 

Decentralization will be employed to the greatest possible extent. 
Regional offices of OPA and- NWSB will have greater authority to pass 


upon applications. 


Advance approval of the following wage increases is permitted: 


a. Any increase lawfully made before February 14, 1946. 

b. Any increase made upon the recommendation of a Government 
agency prior to the date of the Executive Order. 

c. Increases made by any person who employs eight or less em- 


ployees. 


d. Increases providing for a minimum of six paid holidays a year. 

e. Increases providing for night shift differentials not exceeding 
5 cents for a second shift or 10 cents for a third shift. 

f. ‘Increases conforming to authorized industry or area wage pat- 


terns. 








CHAPTER MEETINGS 








Chapter Date 
Meeting Place 


Akron 16 
The Portage Hotel 


Albany 16 


Atlanta 16 
Atlanta Athletic Club 


Baltimore 16 
Emerson Hotel 


Bin, ton 11 
otel Arlington 





Subject and Speaker 


Panel pemmetions Current Cost Problems 
sa . seen . J. Keiler, R. H. Freitag Mfg. 


Textile Cost Accounting 
M. Morris, Assistant Treasurer, E-Z 
Mills, Inc. 


A Case Study of a Standard Cost System in a 
Manufacturing Plant 
ba pc Perry, Controller, The Scranton 


Establishment of Standard Procedures for 
oe" e Operations 
Lindquist, Assistant Comptroller of 
Manufacture, Western Electric Co., Inc. 


Pension Plan Costs and Benefits 
H. B. Wickes, Vice President, Security Mu- 
tual Life Insurance Co. 


Papeior Training for Business and Govern- 
Paul M O'Leary, Professor of Economics 


and Dean of the School of Business and 
Public Relations, Cornell University. 
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Chapter : Date C 
Meeting Place Subject and Speaker 
Birmingham 16 Personnel Development and Organization Re- ; I 
Hotel Thomas Jefferson quirements—Accounting 
Warren Whitney, Manager, National Cast 
Iron Pipe Co. I 
Boston 17 The Public Interest in Cost Accounting 
Hotel Vendome Thomas H. Sanders, Professor of Account- I 
ing, Graduate School of Business Adminis- 
tration, Harvard University. 
Bridgeport 18 oe 3 Future Trends in Wage Incentives 
Stratfield Hotel ee Payments I 
Chane, Supervisor, Special Serv- 
Mm 2 Staff, Ernst & Ernst. - 
Brooklyn 17 _Ditstribution Costs and Their Control . 
Central Branch, Lyndon O. Brown, Partner, Stewart, Brown 
Y. M. C. A. & Associates. 
Buffalo 25 Looking Through the Telescope 
Covenant Church Arthur C. Horrocks, Public Relations Di- E 
rector, The Goodyear Tire & Rubber Co. 
et 16 Industrial Planning Aided by Accounting E 
Gary Hotel Moon Smith, Partner, McKinsey, Kearney 
Cedar Rapids 17 —s the Office Pay a.Profit F 
Hotel sevelt A. Lawrence, Methods Research Div., 
sp  - Adding Machine Co. 
Chattahoochee 11 Panel Disscussion: Standard Cost System in a E 
Manufacturing Plant 
Cherokee Lodge Panel of Seven. 
Chattanooga 18 <A Case Study of a Standard Cost System in a 
Hotel Patten Manufacturing Plant C 
William E. Perry, Controller, The Scranton 
Lace Co. 
go 25 Time Study for Cost Control 
Furniture Club of R. H. Landes, Manufacturing Engineer, 
America Hawthorne Works, Western Electric Co. 
Cincinnati 18 Future Opportunities for the Cost Accountant 
Hotel Gibson S. A. Marsh, Associate Professor of Ac- 
counting, Washington University. 
Cleveland 18 The Analysis of Distribution Costs for Control C 
Carter Hotel Purposes 
J. Brooks Heckert, Associate Professor of 
Accounting, Ohio State University. k 
Columbus 15 Meeting Competition with a Sound Cost Pro- 
Fort Hayes Hotel gram 
A. E. Grover, Cost Consultant. 
Cuba 24 Ideas on Accounting for Brokers 
Habana Yacht Club Thomas E, Alexander, Comptroller, Manrara 
& Perez Daple. 
Dallas 19 Postwar ae Through Cost Accounting E 
Melrose Hotel oo By" _— western Systems Man- 
rnst. 
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Chapter Date 
Meeting Place 
Da: 


va Cleve Hotel 


Decatur 18 
Leland Hotel 


Denver 25 
Cosmopolitan Hotel 





Des Moines 19 
Commodore Hotel 


Detroit 18 
Detroit-Leland Hotel 


Erie 15 

Moose Club 
Evansville 

McCurdy Hotel 
Fort Wayne 16 

Chamber of Commerce 
Fort Worth 18 

Blackstone Hotel 
Grand Rapids 2 

Rowe Hotel 

16 

Greenwich 16 


Hugo’s Piccadilly 
Restaurant, Stamford 








own 
Hotel Alexander 


Hampton Roads 19 
Norfolk Yacht and 
Country Club 





Subject and Speaker 


Postwar Pricing Policies and Accounting 
Mason Smith, Partner, McKinsey, Kearney & 


Co. 
Preparation and Use of Office Manuals 
David Morgan, General Auditor, R. G. Le- 
Tourneau, Inc. 
Importance of reg anaesy J Records in the Op- 


eration of the Home Loan Bank System 
Frederick W. Ruble, President, Federal Sav- 
ings & Loan Association. 
Wartime Emergency Facilities—Their Effect on 
Cost and Financial Statements 
J. Leonard Penny, Hall-Penny-Jackson & Co. 
Debate: Resolved that Ability to Pay Should 
Be an Explicit Factor in the Settlement of 
Wage Disputes 
Affirmative: Wayne University 
Negative: University of Michigan 
Costs for Different Purposes 
E. J. Hanley, Secretary and Treasurer, Alle- 
gheny-Ludium Steel Corp. 
Wage Stabilization in the Postwar Era 
Edwin Vallon, Wage Stabilization Director, 
National War Labor Board. 
Financial Statements for Management Use 
Howard C. Greer, Vice President and Gen- 
eral Manager, Kingan & Co. 
Panel Epes Accounting for a Bus Com- 


W. Stephens, Chief Accountant, and J. S 
Fd, Auditor of ure Accounts, South- 
western Greyhound Lin 
Human Factors in Production Cost Controls. 
Are These Hidden? 
C. Don Modica, Director of Research and 
Training, Management Dynamics. 
Limitations of Cost Accounting in Connection 
with’ Price Determination 
W. A. Paton, Professor of Accounting, 
School of Business Administration, Uni- 
versity of Michigan. 
Inventory Valuations and Their Significance in 
Reports for Top Management 
Fred J. Otterbein, Assistant Controller, Gen- 
eral Foods Corp. 
Open Forum: Current Accounting Trends 


Operation of a Cost System in a Small Manu- 
facturing Plant 
C. B. Nickerson, Associate Professor of Ac- 
counting, Graduate School of Business Ad- 
ministration, Harvard University. 
Place of Cost Accounting in the Postwar Com- 
petitive Market 
Clinton W. Bennett, Partner, Cooley & Mar- 
vin, 
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Chapter Date 
Meeting Place 


Poe terris Hotel . 


Hartford 2 
Farmington Country 
Club, Farmington 


16 
Houston 17 
Y. M. C. A. 
Indianapolis 17 
Lincoln Hotel 
Jackson 18 
Heidelberg - Hotel 
Jamestown 23 
Hotel Jamestown 
Kansas City 15 
Hotel President 
Lancaster 12 
Hotel Sutter, Lititz 
26 
. Hotel Brunswick, 
caster 
Lehigh Valley 12 
Hotel Traylor, 
Allentown 
26 
Hotel Easton, Easton 
Los Angeles 16 
Scully’s Cafe 
Louisville 16 


Brown Hotel 


Maine (State of) 19 


Penobscot Valley Coun 


Club, Bangor 


Memphis 17 
Hotel Gayoso 





Subject and Speaker 
Scheduling Office Production 
D. M. Reagpw, Controller, York Corp. 
Costs 2nd the Profit Structure 
Charles Reitell, Partner, Stevenson, Jordan & 
Harrison, Inc. 
aa omy for Postwar Progress 
Jesse G. Kline, Chief Cost Accountant, The 
Atlantic Refining Co. 
Postwar Profits Through Cost Accounting 
Erwin Heinen, Southwestern Systems Man- 
ager, Ernst & Ernst. 
Normal Capacity and Its Uses 
L. W. Downie, President and General Man- 
ager, Kelsey Wheel Co., Ltd. 
The Principles and Application of Internal 
Control 
Thomas B. Nobles, Assistant Treasurer, 
Stockham Pipe Fittings Co. 
Internal Auditing Control 
Lawrence Messersmith, Messersmith & 
Gilbert. 
Production Control 
L. W. Perkins, General Production Manager, 
International Harvester Co. 
The Accountant's Part in Personnel Relations 
John H. McDonald, Vice President, National 
Broadcasting Co. 


Types of Industries to Which Standard Costs 


Are Applicable and Why 
R. iciender Lybrand, Ross Bros. & 


Montgomery. 
Budgets 
L. Roy Roland, Plant Manager, Lebanon 
Steel Foundry. 
A Case Study — Cost Installation 
E. & Green, Chief Auditor, Armstrong Cork 


Cost Accounting in the Education of Manage- 


ment 
J. Hugh J Dean, Graduate School of 
Business, Stanford University. 
a Terminology in Annual Reports 
W. H. Franklin, Assistant Controller, Cater- 
pillar Tractor Co. 
Cc rene Soceone vs, Pi ey a er hey 2 
ngineering Approach to Solving t 
Accountant's Problems , 
G. B. Heddendorf, Department of Education, 
International Business Machines Corp. 
Labor Relations : 
Fred M. Karches, Director of Operation, 
Rice-Stix. 
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Chapter Date 
Meeting Place 

Milwaukee 15 

Milwaukee Athletic Club 
Minneapolis 11 

Curtis Hotel 

25 

Muske 

Ocesdental Hotel 
Nashville 19 


Andrew Jackson Hotel 


New Hampshire 16 
The Carpenter Hotel, 


Manchester 
New Haven 23 
Hotel Garde 
New Orleans 17 
Jung Hotel 
New York 22 


Hotel New Yorker 


Newark 25 
Hotel Robert Treat 


i 13 
Jefferson Hotel 

17 

Philadelphia Lp ae 

Walt Whitman Hotel, 
Camden, N. J. 

Pittsbur 17 
Fort Pitt Hotel 

16 


Portland 
Heathman Hotel 








Subject and Speaker 
Human Relations in the Transition Period. Are 
These Costs Controllable? 
m D. Lescohier, Professor, University of 
Wisconsin. 
eer’ Discussion: Various Types of Standard 
osts 
Chairman: Will Doll, Secretary and Comp- 
troller, Raymond Laboratories, Inc. 
Relation of Time Study to Cost Control 
Ray Phillips, Industrial Engineer, Dayton 
ogers Mfg. Co. 
Product Pricing 
wr L. Heath, President, Fred L. Heath & 


A Case Study of a Standard Cost System in a 
Manufacturing Plant 
William E. Perry, Controller, The Scranton 
Lace Co. 
Cost Accounting in the Postwar Competitive 
Market 


— H. S. Vincent, Robert Douglas & 


Proper Presentation of Reports to Management 
George L. Nohe, Partner, O. F. Taylor & Co. 
Distribution Costs 
William P. Carr, Associate Professor, Loy- 
ola University. 
Controlling and Scheduling Postwar Production 
Caney Tea. Assistant to the Chairman, 
Studebaker Corp. 
— Operating Control Through Standard 
osts 
Eric A. Camman, Partner, Peat, Marwick, 
Mitchell & Co. 
State Sales Taxes 
Henry G. Miller, Supervisor, Rules and Regu- 
lations Section, Basaran of Finance, 
State of Illinois. 
Prospective Prices and Prosperity 
Chester A. Phillips, Dean, College of Com- 
merce, University of Iowa. 
Accounting in a Decentralized Organization 
A. MacGillivray, Director of Accounts and 
Finance, RCA Victor Div., Radio Corpora- 
tion of America. 
Some Special Problems of Distribution. Costs 
J. Brooks Heckert, Associate Professor of 
Accounting, Ohio State University. 
Accounting for Gas Production and Its By- 


Products 
Cecil V. Griffith, Chief Accountant, Portland 
Gas & Coke Co. 
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Chapter Date 
Meeting Place 
Providence 15 


Narragansett Hotel 


ing 
Wyomissing Club 


Richmond 


12 


18 
Hotel John Marshall 


Rochester 17 
Hotel Seneca 

Rockford 18 
Hotel Faust 

Saginaw Valley 18 
Durant Hotel 

St. Louis 9 
Coronado Hotel 

San Francisco 23 
Engineer‘s Club 

Scranton 15 
Hotel Casey 

South Bend 15 
LaSalle Hotel 

Springfield 17 
Hotel Sheraton 

Syracuse 18 
Hotel Syracuse 

Toled« 16 
Secor Hotel 

ee eae 

ot ort Armstrong, 
Rock Island 








Subject and Speaker 


Control of Research and Development Costs 
Ronald H. Robnett, Associate Professor of 
Accounting, Massachusetts Institute of 
Technology. 


One Plant's Production Control and Its Asso- 
ciation with Accounting Control 
H. A. Hartkopf, Production Manager, Weston 
Electrical Instrument Corp. 


The Place of Cost Accounting in the Postwar 
Competitive Market. 
Clinton W. Bennett, Partner, Cooley & Mar- 


vin. 


Distribution Costs 
Albert H. Foster, Director of Route Surveys 
and Market Analyses, Borden Farm Prod- 
ucts. 


Personnel Training 
M. H. Simmonds, Director of Personnel and 
Sales Training, Systems Division, Reming- 
ton Rand, Inc. 
The Relationship of the Company Accountant 
and the Outside Auditor. 
William A. Paton, Professor of Accounting, 
University of Michigan 
a ae Case Study 
K. Y. Siddall, Comptroller, The Procter & 
Gamble Co, 
Standard Costs and Inventory Valuation and 


Control 
Redmond, Comptroller, Columbia Steel 


A Case + of a Standard Cost System 
Earl reen, Chief Auditor, Armstrong 
Corie C Co. 


Financial Statements for Management Use 
Howard C. Greer, Vice President and Gen- 
eral Manager, Kingan & Co. 
Balance Sheet and Profit and Loss Accounts 
for Construction Contractors 
Roy M. Abagnale, Management Consultant, 
Hampden Brass Co. 
Standard Costs 
Charles Reitell, Partner, Stevenson, Jordan & 
Harrison, Inc. 
Education e Busine. 
W. C. Weidler, Dexa, Coll of Commerce 
and Administration, Ohio State University. 
The Postwar Financial Picture 
W. M. McKenzie, Vice President, Commer- 
cial National Bank. 
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Chapter 
Meeting Place 


17 
Mayo Hotel 


tica 
Hotel Hamilton 


Wabash Valley 9 

Terre Haute House, 
Terre Haute 

Washington 17 
Hotel 2400 

Wichita 16 
Broadview Hotel 

Williamsport 16 


Lycoming Hotel 


Worcester 18 
Sheraton Hotel 


ork 17 
Hotel Yorktowne 


Youngstown 17 





Date 





Subject and Speaker 


Plant Accounting in Large Industry 
W. R. Chief Accountant, Colorado 
Fuel & Iron Corp. 
Cost Accounting in the Postwar Competitive 
Market 
Clinton W. Bennett, Partner, Cooley & Mar- 
vin. 
Expansion from a Small_to a Large Operation 
Foster Miles, Secretary-Treasurer, Smith- 
Alsop Paint & Varnish Co. 
Control of Costs and Reports to Management 
in Paper Manufacture 
E. Wallace Weston, Comptroller, Weston 
Paper & Mfg. Co. 
Plant Accounting in Large Industry 
W. R. Assistant General Auditor, 
Colorado Fuel & Iron Corp. 
The ce Accounting 
Maurice ete Partner, Pogson, Pel- 
oubet & 
Overhead > ie 
Ronald H. Robnett, Associate Professor of 
Accounting, Massachusetts Institute of 
Technology. 
Manufacturing Costs 
Leonard Bedell, Plant Manager, Electronics 
Plant, Sperry Gyroscope Co. 
Cost Problems in New Industries and New 


Tippecanoe Country Club Products 














CHAPTER RATINGS 


For Nine Month Ending February 28, 1946 

































3 
ie . ® E . & 3 
ca & nD - - * 
Heed, i peed ay: 
= —_ 8 i=! = +4 4 
aR g 2 q % 
Siliz iP iikinhii 
<mizaaaz = mia & 
1. Providence .......+..5- 111 1034 370 195 180 200 40 540 115 50 75 185 4099 
2 Birminghem 1117 1061 428 168 180 200 40 480 120 80 75 120 4039 
ae 1125 700 318 134 180 200 40 446 120 75 430 3818 
oD  Retabnettrn, tee tebe 125 607 234 164 180 200 40 506 120 50 78 365 3666 
5. Newark 23 180 200 40 450 120 50 75 375 3574 
6. 180 200 33 510 120 $0 75 225 3567 
7. 180 200 39 420 120 50 75 340 3549 
8. 180 36 450 103 $0 75 120 3524 
9. 180 175 40 390 112 50 78 
10. 40 39 450 120 50 75 
11. 180 200 40 464 110 SO 75 305 3400 
12. 180 200 40 480 112 50 7 
13. 80 200 40 479 120 50 75 380 3376 
14. 160 200 40 50 75 500 3371 
15. 180 40 450 110 50 75 80 3352 
16. 140 200 39 478 120 50 75 290 3314 
17. 178 200 40 480 115 50 7 3302 
18. 180 200 40 540 120 50 75 180 3283 
19. 80 200 39 390 120 50 75 90 3 
20. 180 200 120 50 75 365 3261 
21. 180 200 40 450 120 75 245 3230 
22. 180 200 37 472 120 50 75 183 3229 
22. 180 445 120 50 75 500 3229 
24. 180 175 40 388 110 40 75 40 3224 
25. 80 390 120 50 75 185 3209 
26. 180 39 479 120 50 75 270 3171 
26. 180 200 32 434 112 50 75 40 3171 
28. § 18° 200 40 476 73 420 3134 
29, 180 200 40 479 120 50 75 230 3130 
30. 38 390 112 40 78 215 3127 
31. 180 200 40 489 120 SO 75 365 3111 
32. 180 200 40 480 1 50 75 155 3105 
. 33. 160 200 40 420 120 40 75 503 
34. 180 200 39 388 115 50 75 145 3093 
35. 160 200 40 478 120 50 73 65 3091 
36. 180 200 40 510 120 50 75 275 3073 
37 180 200 39 420 120 50 75 270 3065 
38. 180 200 40 510 120 50 75 250 3058 
39. 180 200 19 407 120 40 78 170 3036 
40. 160 200 40 510 120 50 75 130 3030 
41. Hartford ....... cesses 719 643 295 195 180 200 40 390 120 50 75 120 3027 
42. Grand Bepids .*.-. 2°. 805 670 84 75 180 200 40 413 120 40 75 310 3012 
43. Riskeend........ 2: 1015 872 218 45 100175 10304 95 40 75 40 2989 
44. Wabash Valley... |: 958 $72 195 106 180 200 19 450 112 50 75 70 2987 
&. Nedvile ...:......... $60 838 390 78 100 200 39 536 80 30 75 40 2966 
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Tri-Cities .... 























260 2798 
355 2795 
20 2778 
50 2738 
100 2714 
45 2692 
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NOTES ON THE 1946 ANNUAL COST CONFERENCE 


Advance preparations for the Twenty-seventh International Cost Con- 
ference to be held in New York City, June 17, 18, and 19, are forging ahead 
rapidly, While a great many final details are yet to be worked out, the vari- 
ous committees in charge are now ready to inform members about some of 
the plans in the making. 


Sunday Afternoon Reception—On Sunday afternoon, June 16, from 
three to six o’clock in the world-famous Waldorf-Astoria Hotel, the Asso- 
ciation will hold its Annual Reception for members. Arrangements for enter- 
tainment have been elaborately and excitingly planned. The customary 
refreshment hour will enable visiting members to renew old acquaintances 
and touch upon the lighter side of convention activities before settling down 
to the seriousness of technical sessions. 

The importance of the Sunday Afternoon Reception is being stressed this 
year as an appropriate means for starting off with a bang. The Boards of 
Directors of the host chapters, that is, Brooklyn, Greenwich, Newark, and 
New York, will act as a committee on arrangements and will be on hand to 
extend the cordial hand of fellowship to all. 


Ladies’ Entertainment—Under the energetic leadership of Mr. and Mrs. 
Frederick L. Burns, a program of diversified activities is being formulated 
for the ladies attending the Conference. While technical sessions are in 
progress, the ladies will be occupied with sightseeing, shopping, luncheons, 
and entertainment of varied kinds—with a few surprises thrown in for good 
measure. 

Members who expect to have their wives or daughters accompany them to 
the Conference should clearly indicate this fact on the advance registration 
cards which will be mailed out shortly. 


Plant Visitations—The Hospitality Committee, under the chairmanship 
of George Kattenhorn, is planning a wide assortment of interesting events 
for members. Since the Conference this year is maintaining a wartime 
schedule of beginning technical sessions on Monday morning, no special time 
has been set aside for plant visitations. The Committee will make arrange- 
ments, however, in case there is demand for it, for members who wish to 
make plant visitations in the metropolitan area. 

Golf—The Hospitality Committee has not overlooked the custom of earlier 
years when many members have found relaxation and comradeship in com- 
peting for the Donaldson Trophy. Because of the wartime schedule adopted 
for this year it has seemed appropriate to postpone a formal golf tourna- 
ment for another year. This does not preclude, however, the possibility of 
arranging informal matches during the period of the Conference byemembers 
who want to try their skill on the green. The Hospitality Committee will 
gladly make suitable arrangements for such matches. 
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